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ECONOMIC OUTLOOK

Over the last quarter, we’ve seen the yield curve flatten. The 2yr is down 14 points while the 10yr is
down 24 points. You now have to look at 4yr maturities to earn northwards of 1% on your investment.

Running as C15. Run GC for more features.

US Treasury Actives Curve [ENNNSElSSRANT RE IS 99 Settings - Graph Curves
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There are several reasons that could explain why this has occurred:
1. Expectations of inflation are falling (last reported at 1.7%)
2. There is expectations of slower economic growth
3. There is an expectation that the Federal Reserve will raise interest rates

In my opinion, inflation is not the cause. The Fed’s goal for inflation remains at 2% and they are still
working to bring that number in line with their goal. | believe economic growth depends heavily upon
the election results next month so it’s unlikely that this could be the main cause for the flattening
although it does factor into the equation. | believe the main culprit is investors and brokers expecting
the Fed to raise interest rates.

The chart on page 2 suggests that the Fed raising rates is the most likely scenario. While the Fed is
scheduled to meet in November, it is highly unlikely that they raise rates due to the election the
following week. The chart seems to echo my original thoughts that rates will rise most likely in
December or February next year. If you remember, the Fed raised rates last year at their December
meeting and it appears that they are following that same mentality again.
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One last item to consider is that there will be a change of the voting membership of the Fed starting in
2017. It will be interesting to see how this shakes out because there has been a split in views over the
past few months in how the economy has been performing and how rates have been handled. For
example, we have one Fed President sending signals for the rate hike in December, and another calling
for a “wait and see” strategy.

The shift in voters is expected to be more dovish based on current voting trends and those members
preference for higher interest rates. Since doves are considered to be less worried about inflation and
prefer to keep rates low to stimulate the economy and create more jobs, it is expected that this shift
could mean a later start toward initiating the first 2017 rate hike and a slower ramp-up in the path of
subsequent rate hikes.

In summary, the next 4-6 months will be a very important time in determining the economic trajectory
of the country. Depending on the results of the Presidential election and the shift in Fed voters, it is
likely that the US GDP growth could continue to disappoint. Rates could be expected to remain low and
the FOMC policies will be very important in determining how viable future rate forecasts will be.



‘JuswiuoliauS el }salajul Juauno ay) woly abueyo anjea 1eyew abejusoiad pue (sso|) uiebpazieaiun |10} ‘9oud J8xiewW ‘enjea
1eyJew pejosloid ey sjielep yalum anoge pajuasald si [ejo) sbessaepajyblam ul synsal ay) ‘sjulod siseq 0O¢ snuiw o snid

10 3D0ys slel 1sai8lu| 8)elpaliw| ue o} pejosignssem oljojuod ayy ‘enbiuyos) Buioud xuyew sy} Buisn AQ pue sajel JeXIBW JusLIND
Bupsnlpe Ag -senunoasaLwooul paxiy [ENpIAIpUl JO oljojuod JusLwISaAUl SU) JO YSI S)el }saIalu| 8U} sjussaldas aAoqe a|qe] ay |

98'/0€'85Z
(WArAl
67°00L
(oL0)0g0
80°198'06t'18
Z2°655'862'18
00'9/2'G60'L8
00¢ dn

6022 LG)
¥16¥°0
6£°001

(oL0)0zZ'0

LE°69L'SLY' L8

2Z'c65'86Z'1L8

00'9//'G60'L8
00Z dn

LE'OLL'9L
29210
82001

(aLoloLo
£5'699'vEE L8
Z2'€55'852'18
00'922'660'}8

00t dn

L¥'616'p-
¥196°0
6L°00L

{01 0) 000
G/'€15'€52'1L8
22'£55'852°1L8
00'9£2'G60°}8

juaiingy

¥2'6/0'98-
LIBL'L
60001
(orL0)oL0-
86'L.¥'2L1°18
ZZ'€55'852°18
00'9/2°560'L8
00} umog

Z0'LLL'29L-
Zeer'L
6666
(oL0) 020
0Z'Z8E"160°'L8
22'855'852'18
00924'G60°'18
002 umoqg

6.°99Z'8ve-
8699°L
68'66
(01'0) 0g°0-
£¥'982'0L0°18
ZZ'€SG'85Z°18
00'9.4'S60°L8
00¢ umog

$507 / UIeD)
PIBIA 1818\
891d 19eN
abueyn 9,
anjep 1axiep
1500 “Jowy

JBd Juauny
Aiobored ejeqg

910¢/0€/6
poled ul sydieoay
817 [enjoy - }Sausju| 8AI08aY]
aoueul4 ona|y A1) Har / noT
3]qe 1 }o0ys oljojod [ejoL
056 9402/5/0}



